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THE YEAR IN BRIEF 


Annual 

Meeting 

of stockholders will 

be held in the offices 
of the company at 

501 N. Broadway, 

St. Louis, Missouri, 

at 11 a.m. on Wednesday, 
June 13, 1990. A notice 
of the meeting with a 
proxy statement has 
been mailed with this 
report to holders of 
common stock. 


Net sales 

Net income 

Net income per share 
Dividends paid 


Dividends per share 


1989 1988 % Change 

(53 Weeks) (52 Weeks) 
$1,073,500,000 $918,600,000 16.9% 
56,900,000 36,300,000 56.7% 
2.82 1.82 54.9% 
18,800,000 17,900,000 5.0% 
.935 90 3.8% 











A discussion of results is included in Management's Discussion and 
Analysis on page 22. 1988 per share amounts have been restated for 
the effect of a two-for-one stock split in 1989. 


EDISON BROTHERS STORES, INC. 


Apparel Stores 

1,330 stores. Jeans West, Oak Tree, J.Riggings, Coda, 
and Rothschild’s Big & Tall men’s apparel stores; 
5-7-9 Shops women’s apparel stores; Joan Bari 
accessories boutiques. 


Footwear Stores 

995 stores and departments. Bakers, Leeds, Burts, 
Chandlers, Wild Pair, Velocity, and Sacha London shoe 
stores; Fashion Shoe departments. 


TO OUR STOCKHOLDERS 





Sales and earnings set records for our company in 1989. Net income for the 
53 weeks of 1989 was $56.9 million, or $2.82 per share. For the 52 weeks of 1988 
we reported net income of $36.3 million, or $1.82 per share (adjusted for the recent 
stock split). Because of the change in the company’s fiscal year, the 1989 period 


began and ended a month later than the 1988 period. 


Operating, earnings for 1989 were $61.2 million. 
However, in order to substantially reduce interest 
costs in future years, we arranged for the prepay- 
ment of the mortgage on our home office building, 


generating an extraordinary charge of $4.3 million. 


Sales for 1989 topped the $1 billion mark, at $1.07 
billion. This was an increase of 14.3 percent over 
sales of $939.5 million in the comparable 53 weeks 
of 1988. Sales reported for fiscal 1988 were 
$918.6 million. 
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We were pleased with the sales and profit results of 
all of our store groups in 1989. Our Jeans West /Coda, 
Oak Tree, J. Riggings, Wild Pair, 5-7-9 Shops, and Joan 


Bari chains set records for sales and operating profits. 


During, the last quarter of 1989 we announced a 
two-for-one split of the company’s common stock, in 
the form of a 100 percent stock dividend. At the same 
time, the quarterly dividend on our common stock 
was increased from 22.5 cents to 26 cents per share, 


adjusted for the stock split. 





With our existing businesses competing and 
Andrew E. Newman, operating, effectively, we also took several strategic initiatives to reinforce Edison 
Chairman, (left) and 
Martin K. Sneider, 
President, (right). First, we purchased 225 Foxmoor store locations from Dylex Ltd., an operator of 


Brothers’ retailing leadership position in the coming, decade: 


specialty apparel chains. These locations will provide outstanding expansion 
opportunities for our existing chains. Beginning in fall 1990, when most of these 
stores will have reopened as new Edison units, they will yield sales and income 
growth for both Edison Brothers and the shopping centers in which the stores 
are located. 
Second, we acquired nine Rothschild’s Big and Tall stores in the Midwest. This 
acquisition provides us an entry into the special-size men’s market, where we can 


draw on our menswear buying skills as well as our experience with special sizes in | 





our 5-7-9 Shops chain. 

Third, we formed the Edison Brothers Entertainment division. We see this as a 
very promising field, closely paralleling our current businesses and taking 
advantage of our young customers’ eagerness to spend money on enjoyable 
activities, a phenomenon we call “experiential retailing.” Our first investment 
in this area was the Dave and Buster’s restaurant/entertainment complexes. 

For photographs and additional information about these acquisitions, see 


pages 8 and 9. 
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Edison Brothers Stores International continued to grow in 1989, opening a new 





buying office in Bangkok. This division provides direct buying services for our 
chains, improving our control over the cost, quality, and exclusivity of the 
merchandise we buy abroad. 


During 1989 Edison Brothers opened 115 stores in existing chains, including 8 
converted from Fashion Conspiracy. We acquired 9 Rothschild’s Big and Tall and 
2 Dave and Buster’s. We closed 135 stores, ending the year with 2,327 units in 
operation. In 1990 we plan to open about 300 stores, including about 190 Foxmoor 
and Fashion Conspiracy conversions. We expect to close about 100 stores during 
the year. 


Anticipated expansion led us to begin construction of a new distribution facility 
in Rialto, California. This center, due to open this spring, will receive goods from 
the Far East and will supplement our other West Coast centers in distributing, 
merchandise to our stores in the West. 


In January the board of directors elected four new members. Peter Edison is the 
company’s vice president-corporate development. Jane Evans is president of 
InterPacific Retail Group, which operates 70 upscale fashion stores in Hawaii 
and the Far East. Alan Sachs is the company’s vice president-law and corporate 
secretary. Craig Schnuck is president of Schnuck Markets, which operates 59 
supermarkets in the Midwest. 


Darryl Francis, retired president of the Federal Reserve Bank of St. Louis and a 
board member since 1978, and Henry Kohn, the company’s outside general 
counsel and a board member since 1968, are retiring from our board. We are very 
grateful for their wise and supportive counsel over the years. 


Bernard Edison has changed his status from director to director emeritus at 
his request. We will continue to rely on his invaluable insights as an advisor to 
the board. 


During 1989 we derived many positive results from the strategic directions and 
overhead reduction measures initiated during the past few years. We expect 
these positive trends to continue in 1990 and beyond, as we all seek new ways 
to continue to merit the patronage of our customers and the confidence of 
our stockholders. 


Chairman of the Board President 


St. Louis, Missouri 
March 26, 1990 


APPAREL STORES 


The apparel segment again delivered record sales 
and operating profits, as these chains continued their 
excellent performance in serving the fashion needs of 
their customers. 


Edison Menswear Group, America’s largest 
young men’s specialist, added two new concepts 
with the development of Coda and the acquisition of 
Rothschild’s Big and Tall, while each of our existing 
men’s chains has retained its own distinct focus. 


Presidents were named for the Jeans West/Coda 
group and the Oak Tree chain, thus strengthening 
the individuality of each concept. 


Our menswear teams continue to provide qualified 
people for new ventures and rapid growth. The 
Oak Tree and J. Riggings management development 
programs satisfied the demands of aggressive 
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expansion. The Jeans West group provided all of the 
management personnel for the fledgling Coda chain, 
including 20 stores and four regional offices. 


Jeans West is relying more on consistent strong 
fashion presentation and less on short-lived fads in 
attracting young men, resulting in record sales and 
operating profits for 1989. In addition to many mall 
stores, Jeans West is opening stores in a few very 
popular urban shopping districts, including 
Chicago’s State Street. 


Coda, a new chain created by the Jeans West 
group, depends on its branded merchandise and 
its energetic shopping atmosphere to attract young 
men who seek the most advanced street fashion. 
The enthusiastic reception given Coda has prompted 
rapid expansion. The chain had two stores at the 
end of 1988 and 20 at the end of 1989, and plans to 
operate about 50 by the end of 1990. 
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Oak Tree targets its merchandise toward men 
of any age who are forward-thinking about fashion. 
Coordinated dress separates and bold presentation 
of color were important elements in achieving record 
sales and operating profits in 1989. Stores open a full 
year turned in double-digit percentage sales gains. 
Expansion of the Oak Tree format will be boosted in 
1990 with about 30 Foxmoor location conversions. 


J. Riggings exceeded sales and profit goals in 
1989 after fine-tuning its merchandising approach. 
This chain is now focused very precisely on updated 
traditional men’s clothing. Because of J. Riggings’ 
wide appeal, this chain’s expansion program will also 
benefit from a large number of Foxmoor conversions. 


5-7-9 Shops turned in record sales and operating 
profits by continuing its commitment to fashionable 
apparel for small-size young junior women. This 
chain is continuing its strong remodeling program, 


Jeans west 





using two fresh store designs. 5-7-9 Shops is expand- 
ing rapidly, with 31 new locations in 1989 and plans 
for 50 Foxmoor conversions, in addition to other new 
locations, in 1990. 


Joan Bart has established itself as a leader in pro- 
viding moderate-price fashion accessories along with 
responsive personal service. The chain surpassed 
its sales and profit goals in 1989. A prototype store 
design, introduced in 1989, will give new and remod- 
eled shops a more sophisticated look. Expansion of 
the Joan Bari chain has resumed, with two new stores 
in 1989 and about eight planned for 1990. 


In 1989 our apparel segment added 128 stores 
and closed 25, ending the year with 1,330 units 
in operation. 








FOOTWEAR STORES 





The company’s footwear segment achieved its sales 


and operating profit goals for 1989. While gains in 
operating profit were due in part to the effect of store 
closing reserves provided for in 1988, the largest im- 
pact came from solid regular-price sales in the spring 
and aggressive cost-containment programs. 


In 1989 our shoe chains continued their program of 
closing unprofitable units and increasing average per- 
store sales. These actions are expected to result in 
continued profit growth in 1990. 


The Wild Pair set sales and operating profit 
records in 1989 and strengthened its per-store volume. 
The Wild Pair has focused its expansion plans on 
markets with high concentrations of young men and 
women seeking fashion-forward footwear. As part of 
a continuing remodeling program, over 20 stores have 
been remodeled in a new high-tech design. The Wild 
Pair’s higher average volume and new store design 
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are attracting favorable attention from shopping 
center developers, and several new stores are 
planned, including some Foxmoor conversions. 


Velocity is a new chain of men’s-only fashion shoe 
stores being developed by The Wild Pair. Velocity 
offers a unique shopping opportunity for young men 
who want the most advanced European-influenced 
shoes and accessories. Sales are well above plan in 
the three stores now open. Several more are planned 
for 1990. 


Bakers/Leeds/Burts achieved its 1989 operating 
profit goals, as comparative stores turned in moderate 
sales gains. 


This chain’s strategy includes three major efforts: 
enhance profits by controlling expenses, maximizing 
yield on clearance sales, and buying merchandise 
more efficiently through the company’s international 
offices; generate revenue growth through a market- 
ing plan that includes a return to merchandise with 
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greater mass appeal and an aggressive store remod- 
eling program; and experiment with a new store 
concept that will produce attractive per-square-foot 
volume. In the past three years, Bakers/Leeds/Burts 
has closed 145 stores that had little or no profit poten- 
tial. When this store-closing program is completed, 
the remaining stores will be in an excellent position 
to deliver consistent growth and profitability in the 
coming years. 


Chandlers operations and merchandising have 
been incorporated into the Bakers/Leeds/Burts team 
structure, although the Chandlers stores continue to 
be merchandised with shoes that are somewhat more 
sophisticated and somewhat higher priced. About 
55 percent of the Chandlers stores were closed or 
converted to other chains in 1989. We do not expect 
to add stores to the Chandlers chain. 


Sacha London is continuing to expand selectively; 
its leading-edge fashion approach is very well re- 
ceived in cosmopolitan shopping districts such as 








Chicago’s Oak Street and New York’s Columbus 
Avenue. Sacha London’s exotic merchandise and — 
higher prices have not proved to be appropriate in / 
average suburban markets. Sacha’s per-store sales 
increased again in 1989 and continue to be the 
highest of any Edison shoe chain. 


Fashion Shoe Departments turned in gains in 
sales but fell short of profit goals because of heavy 
markdowns in the spring. The Fashion Shoe team has 
instituted new cost controls and has begun a program 
to increase margins through an improved merchan- 
dise mix and planned buying of promotional goods. 
Two new departments were opened in new Hess’s 
stores in 1989. 


In 1989 our footwear segment opened 17 stores 
and closed 131, ending the year with 995 units 
in operation. 
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STRATEGIC INITIATIVES 





FOXMOOR LOCATIONS 

To provide attractive expansion opportunities for 
our chains, we have acquired 225 locations from the 
Foxmoor apparel chain. Our experience with the 
conversions of our Fashion Conspiracy stores to 
other chains has shown us that these locations can 
be put to better use, enhancing sales and profits for 
Edison Brothers and yielding improved productivity 
for our shopping center landlords as well. 


The Foxmoor acquisition is uniquely suited to 
Edison Brothers’ strengths. Because of our variety 
of fashion stores, we can take advantage of these 


locations without duplicating the offerings of stores 





we may already have in the same centers. In addi- 
tion, our experienced real estate, store operations, 
merchandising, systems, distribution, and home 
office support professionals are blending these units 
into our operations with minimal disruption. 


We've begun assimilating the Foxmoor locations 
and expect to convert a substantial number before 
this year’s back-to-school selling season. 





ROTHSCHILD’S BIG AND TALL 

The acquisition of these nine well-established 
special-size stores gives us a chance to expand our 
menswear buying and marketing methods to a retail- 
ing format that is new to us. Our expertise in style 
development and size specification will provide this 
customer group with a better-fitting, diverse selection 
of fashion clothing. 


The big-and-tall men’s niche is an important one to 
explore, since about nine percent of all men’s clothing 
sales are in these sizes. 


After working on the merchandise mix and devel- 
oping a new store design, we will begin to expand 
this chain. 










































EDISON BROTHERS ENTERTAINMENT 

It has become clear that young people, who make 
up the majority of our fashion customers today, 
regard shopping as an enjoyable and entertaining 
experience. In addition, they choose to spend a good 
portion of their discretionary money on entertain- 
ment like games, movies, live concerts, and eating 
in restaurants. We have formed Edison Brothers 
Entertainment to serve our young customers in 
new ways, providing the kinds of entertainment 
they enjoy. 


As our first investment in this area, we have pur- 
chased a majority interest in the Dave and Buster’s 
restaurant/entertainment complexes. Dave and 
Buster’s now operates two locations in Dallas, Texas. 
Each is freestanding and has about 30,000 square feet. 
Dave and Buster’s offers a casual sit-down restaurant, 
a large billiards area, and a wide variety of electronic 
and midway skill games, living up to its slogan, 
“There’s no place quite like it.” Combined sales of 
the two locations were more than $10 million for 1989. 
We intend to expand Dave and Buster’s to other large 





metropolitan areas. 


We expect to make additional investments in the 
entertainment area. We are examining other free- 
standing and mall-based concepts that appeal 
to our customers. 


CONSOLIDATED STATEMENTS OF INCOME | 


1989 1988 1987 
(53 weeks) (52 weeks) (52 weeks) 


(In millions, except per share data) 























Net Sales $1,073.5 $918.6 $931.0 
Cost of goods sold, occupancy and buying expenses 687.2 521.9 646.7 
Store operating and administrative expenses 277.0 256.5 261.7 
Restructuring (gains) costs : (1.8) 53.9 
Pension settlement gain (6.0) 
Interest expense, net 11.8 11.8 9.2 

976.0 858.4 965.5 
Income (Loss) before Income Taxes 97.5 60.2 (34.5) 
Income tax provision (benefit) 36.3 23.9 (13.6) | 





Income (Loss) before Extraordinary Item and Cumulative 








Effect of the Change in Income Tax Accounting Methods 61.2 36.3 (20.9) 
Extraordinary item-costs to extinguish long-term debt, net of 

income tax benefit of $2.5 (4.3) 
Cumulative effect on prior years’ income due to changing 

income tax accounting methods 8.7 
Net Income (Loss) $ 569 $ 36.3 $ (12.2) 








Per Common Share: 
Income (Loss) before Extraordinary Item and Cumulative 





Effect of the Change in Income Tax Accounting Methods $ 3.04 $ 1.82 $ (1.05) 
Extraordinary item $ (.22) 
Cumulative Effect on Prior Years’ Income due to Changing 

Income Tax Accounting Methods $ 44 
Net Income (Loss) $ 2.82 $ 1.82 $ (.61) 





See notes to consolidated financial statements. 





CONSOLIDATED BALANCE SHEETS 


















































ASSETS 
1989 1988 
year-end year-end 
(In millions) 
Current Assets: 
Cash and short-term investments $ 20.0. $100.9 
Merchandise inventories 188.9 143.4 
Deferred income taxes 12.9 179 
Prepaid expenses 15.0 12.2 
Other current assets 13.6 15:2 
Total Current Assets 250.4 289.6 
Property and Equipment, net 206.7” 178.9 
Intangible Assets, net 49.5 18.3 
Prepaid Pension Expense 24.2 23:9 
Other Assets 2.5 2.0 
$533.1 $512.7 
| LIABILITIES AND COMMON STOCKHOLDERS’ EQUITY 
| Current Liabilities: 
| Accounts payable, trade $ 68.0 $ 62.9 
| Notes payable and commercial paper 58.1 
| Payroll and vacations 12.5 13,1 
Income taxes 13.6 21.4 
Other taxes 8.6 13.7 
Current portion of reserves and current liabilities of 
divisions being phased out 14.7 17.5 
Other current liabilities 15.5 16.3 
| Total Current Liabilities 191.0 144.9 
: Long-Term Debt 51.5 102.2 
Deferred Income Taxes 21.6 26.5 
Other Liabilities 29:5 26.2 
Common Stockholders’ Equity: 
Common stock, par value $1 20.2 10.0 
Capital in excess of par value 1.3 1.2 
Retained earnings 222.0 201.7 
Total Common Stockholders’ Equity 243.5 2129 
$533.1 $512.7 




















See notes to consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 








1989 1988 1987 
(53 weeks) (52 weeks) (52 weeks) 
(In millions) 


Cash Flows from Operating Activities: 
Net income (loss) . $56.9 $ 36.3 $(12.2) 
Adjustments to reconcile net income (loss) to net cash 
provided by operating activities: 


Cost to extinguish long-term debt 6.8 
Restructuring (gains) costs (1.8) 53.9 
Cumulative effect on prior years’ income due to 

changing income tax accounting methods (8.7) 
Pension settlement gain (6.0) 
Depreciation and amortization 33.2 31.1 30.8 
Provision for deferred income taxes 1.8 (4.8) (11.8) 


Change in assets and liabilities net of effects from 
acquisitions and dispositions: 

















Merchandise inventories (39.2) (27.2) (4.1) 
Other assets (7.1) (5.7) (8.2) 

Accounts payable, accrued expenses, 
and other liabilities 8.7 36.4 Pk 
Restructuring and transition activities (2.8) (7.8) (2.6) 
Other 2.5 2.0 1.8 
60.8 58.5 40.0 

Cash Flows from Investing Activities: 

Net payments for businesses and assets acquired (38.0) (40.7) 
Net cash proceeds from disposal of subsidiaries 27.6 9.2 
Capital expenditures (51.8) (43.1) (34.7) 
Other (.5) sll 3.4 
(90.3) (15.4) (62.8) 








Cash Flows from Financing Activities: 
Principal payments of long-term debt and cost 






































to extinguish long-term debt (58.2) (1.3) (2.3) 
Short-term borrowings 58.1 
Common stock dividends (18.8) (17.9) (17.4) 
Common stock purchased (2.3) 
Proceeds from long-term debt issuance 40.0 
Other 3.2 Bi WA 
(15.7) 21.5 (21.3) 
Cash Provided (Used) (45.2) 64.6 (44.1) 
Beginning cash and short-term investments 65.2 36.3 80.4 
Ending Cash and Short-Term Investments $20.0 $ 100.9 $ 36.3 
Cash payments for: 
Interest expense $11.4 $ 10.9 S) 97 
Income taxes $38.8 S$ 28 $72 


See notes to consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS’ EQUITY 


Capital in 
Common excess of Retained 
stock par value _—_ earnings 





(Dollars in millions, except per share data) 























Balance at beginning of 1987 $10.0 $-0- $214.9 
Net loss (12.2) 
Stock options exercised 5 
Stock bonus distributions 2 
Common stock purchased—125,778 shares (1) (.7) (1.5) 
Common stock dividends—$.90 per share (17.8) 

Balance at End of 1987 9.9 -0- 183.4 
Net income 36.3 
Stock options exercised and grants made Jl 12 
Common stock dividends—$.90 per share (18.0) 

Balance at End of 1988 10.0 ibe! 201.7 
Net loss for the month ended January 28, 1989 (11.5) 
Net income for the year ended February 3, 1990 56.9 
Stock options exercised and grants made al 3.9 
Common stock dividends—$.935 per share (18.8) 
Two-for-one stock split 10.1 (3.8) (6.3) 

Balance at End of 1989 $20.2 $13 $222.0 








See notes to consolidated financial statements. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Dollars in millions, except per share data) 
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Note 1: Consolidation — The financial statements include the accounts of all subsidiaries; intercompany 
Summary of accounts and transactions have been eliminated. 

Significant ; ae 
Accounting Short-term investments are stated at the lower of cost or market, consist of highly liquid debt 


Policies instruments with maturities of three months or less, and are considered to be cash equivalents for 
consolidated statements of cash flows. 


Inventories — A portion of the inventories (54%) is determined using the retail method and is based 
on the lower of cost, principally first-in first-out, or market. The other portion (46%) is stated at the 
lower of cost, principally average cost, or market, based principally on anticipated realizable values. 


Depreciation and amortization of property and equipment and intangible assets are computed on 
the straight-line basis. Lease rights acquired are amortized on a straight-line basis over remaining 
lease terms and anticipated renewals. 


Interest Expense — 1989, 1988, and 1987 interest expense has been reduced by interest income of 
$1.4, $1.0, and $1.5, respectively. 


Store opening and closing costs — Store preopening costs are charged against income as incurred. 
Closing costs are accrued when the decision is made to close a store. 


Earnings Per Share — Earnings per common share is based on the weighted average number of 
shares outstanding (20,151,000 in 1989, 19,968,000 in 1988, and 19,838,000 in 1987). Shares issuable 
under the stock option and stock bonus plans did not have a significant dilutive effect on earnings 
per share. 


Reclassifications — Certain prior-year items have been reclassified to conform to the current 
year presentation. 


Fiscal Year — On March 1, 1989, the Board of Directors of the company approved a change of the 
fiscal year end from the Saturday closest to December 31, to the Saturday closest to January 31. The 
change was effective for the fiscal year ending February 3, 1990 and thereafter. References to 1989 are 
to the 53 weeks ended February 3, 1990. References to 1988 and 1987 are to the 52 weeks ended 
December 31, 1988, and January 2, 1988, respectively. Condensed consolidated results for the four 
weeks ending January 28, 1989 charged directly to retained earnings were as follows: 


INGE SALCS ccscscSateliaesen savin sushi sacas causxseveosstietstebvavsedccnosessonsanunienetse $ 54.8 
Cost of goods sold, occupancy and buying expenses....... 45.2 
Store operating and administrative expenses... 22.4 
Interest Expense, Net «0... csseseseseescesseseneneseseeeneeneseseeeeeeeeeeees wh 
InCorne tax: DENefits <:..cciceenesenssencssseesssascessnissseisonsonivecepiedecsavees (2.0) 
NOt 1OSS icscsesccsussstsscanscecsccasivccccunssacdeasassastussosssvsnvenssensbesvaninicossee $ (11.5) 


January is historically a period of clearance sales activity. This yields significantly below-average 
gross profit when the month is reported separately. Since a significant portion of operating expense 
is incurred at a fixed rate, January normally produces below-average results. In addition to these 
normal seasonal factors, the results above include several other significant items. A reduction of 
deferred tax assets added $3.8 to the net loss because of changes in the anticipated periods and tax 
rates under which temporary differences between book and taxable income would be realized. 
Other items were a pretax loss of $1.4 on the January termination of an interest rate swap agreement 
and accruals of $1.2 for compensatory stock options, caused by higher market values of company 
common stock. 




















Note 2: 
Acquisitions 
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Note 3: 
Dispositions 





| Note 4: 
} Common 
) Stock 


<0 Or... Ny Edison Brothers Stores, Inc. 





In January 1990, the company acquired the leasehold rights and store fixtures to 225 vacant locations 
of Foxmoor Specialty Stores Corporation, a subsidiary of Dylex Limited, for $26.4. The acquisition has 
been accounted for by the purchase method. During 1990 the company plans to convert the locations 
acquired principally to its apparel operations, and operating results will be included in the 
consolidated financial statements as each location is converted. In connection with the acquisition a 
reserve of $9.0 was established for costs to be incurred during conversion. 


eh 
Other acquisitions were made during 1989 for an aggregate of 28 7 2.8. The acquisitions were Tei 
accounted for by the purchase method and operating results of the entities acquired have been 4 QS 
included in the consolidated financial statements since their respective acquisition dates. 


In 1987, the company acquired substantially all assets of J. Riggings, a chain of young men’s apparel 
stores, for $40.7. The acquisition was accounted for by the purchase method, and J. Riggings’ 
operating results have been included in the consolidated financial statements beginning with third 
quarter 1987. 


In 1987, the company decided to phase out its Gussini and Fashion Conspiracy divisions. The 
company’s plan to convert a portion of the stores to other operations and sell or close the remainder is 
proceeding as anticipated. All of the Gussini stores and all but a minor number of the Fashion 
Conspiracy stores have been either sold, converted, or closed. The company has guaranteed former | 
Gussini lease obligations having a present value of $16.0 for the stores that were sold; in management's 
opinion, the risk associated with these guarantees is not significant. At year end 1988, the company 
initiated a program to eliminate some poorly performing retail locations in nearly all of its chains, with 


the greatest emphasis placed on the footwear segment. The company’s plan is to close, sell, or convert 
a number of such locations over the next few years. 


Included in restructuring costs on the 1988 and 1987 consolidated income statements are 
$25.5 pretax ($14.7 after-tax) and $45.4 pretax ($26.1 after-tax) provisions, respectively, to cover: future 


operating losses, future remaining lease commitments on closed stores, other costs expected to be 
incurred in connection with the phase-out of these operations, and the write-off of property and 

equip easehold improvements, goodwill, and intangible lease rights. Also in 1988, based on 
analysis of costs to be incurred, a $1.1 reduction of the reserve established in 1987, and a pretax gain of 
$26.2 realized on the sale of the company’s investment in a real estate holding company, were recorded. 
In 1989, as a result of continuing re-evaluation of the company’s store locations, the number of stores 
included in the 1988 plan was increased by nearly 50%. The additional cost of the re-evaluation 

was partially offset by a $3.5 gain on disposal of one of the properties included in the plan. At rel 
February 3, 1990, $21.4 (composed of $8.8 current and $12.6 noncurrent amounts) remained in the \ 
reserves and related liabilities. Total charges of $44.3 have been made to the reserves since inception” 


1989 year-end 1988 year-end 





Shares: 
Issued (30,000,000 authorized).............006+ 27,465,914 27,378,202 
Léss held in treasury ci:c-c.cececsscsocssserseesctssss 7,199,358 7,324,776 
OuatstanGing ssc ateecateeavecesasseseentesrnecences 20,266,556 20,053,426 
Stockholders of record .....ccccccccccssescesesseeseees 4,600 4,800 


On November 28, 1989 the Board of Directors of the company approved a two-for-one stock split in 
the form of a 100% stock dividend. The dividend was paid January 5, 1990, to holders of record on 
December 20, 1989. All share and per-share information included in this report has been adjusted to 
reflect the split. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Dollars in millions, except per share data) 





The 1982 and 1986 stock option plans each authorize the sale of 1,500,000 common shares to 
executives, including store managers. With adoption of the 1986 plan, no additional options will be 
granted under the 1982 plan. Options are exercisable over various option terms not exceeding 10 years 
following the grant. 


In December 1987, the company offered to replace the outstanding post- stock options and stock 
bonus units with a new grant under the 1986 stock option plan having 389.56 pe share option price. 
Optionees’ acceptance of the new grant terminated their outstanding post-1982’stock options and stock 
bonus units. 


During the transition period caused by the change of fiscal year end as discussed in Note 1, 
25,552 options were exercised or cancelled and 9,054 shares were issued. Activity under these plans 
was as follows: 





1989 1988 1987 
Number of Option price Number of Option price Number of Option price 
options per share options per share shares per share 
Outstanding at beginning of year........ 1,150,548 $9.51—20.35 1,308,638  $9.51—20.35 959,780  $9.51—20.35 
GEAT CD ssc ccscsicscsasscsosanenessescezersacacestecstseoes 91,750 27.15 189,800 11.38 1,317,786  9.56—16.18 
EEXCLCISE GL, si, scsssensoartsatennedspnscnetecsartsaeteresnss (213,298)  9.51—20.35 (68,108) 9.51—9.56 (55,752) 9.51—18.16 
Canceled iissscsssissavvcssscestsbissscissccvessevetsvenss (192,933)  9.51—20.35 (254,230)  9.51—20.35 (913,176)  9.51—20.35 
Outstanding at end of year... 836,067 9.51—27.15 1,176,100  9.51—20.35 1,308,638 9.51—20.35 
Shares exercisable at end of year.......... 156,765 211,698 119,348 
Shares issued for: 
Options exercised and grants made.... 215,314 222,922 55,752 
Bonus units exercised ..........:ccccceseeeceeee 682 3,062 11,848 


Under the 1975 Stock Bonus Plan, as amended in 1980, 3,000,000 shares of common stock may be 
issued to executives, including store managers. Stock units vest 20% per year beginning two years 
from the grant date. At year-end 1989, 1,135 shares were issuable and, cumulatively, 702,182 shares 
had been issued. The base price of bonus units outstanding was 85% of market value at grant date 
and averaged $14.91 per share at year-end 1989. Currently the company has no plans to issue 
additional units under the plan. 


? Each share of outstanding common stock includes a right which entitles the holder to purchase one 
iv) common stock share for $93. Rights attach to all new shares of common stock issued and become 
‘f D w _ exercisable only under certain conditions involving actual or potential acquisitions of the company’s 
common stock. Depending on the circumstances, all holders except the acquiring person may be 
entitled to purchase at the exercise price additional common stock shares of the company and/or the 
acquiring person having a market value equal to two times the exercise price. The rights remain in 
existence until January 26, 1998, unless they are redeemed (at five cents per right) or terminated. 


At February 3, 1990, 1,452,801 shares of common stock were reserved for issuance under the stock 
options and the stock bonus plan. 


Note 5: The pension plan covers employees who have met age and service eligibility requirements. Benefits 

Pension Plan are based on each employee's highest average compensation for any 5 consecutive full calendar years 
out of the last 15 years of credited service preceding separation. The company funds at least the 
minimum amount required by funding standards. 


In determining the actuarial present value of projected future benefits, for 1989 and 1988, 
respectively, the weighted-average discount rate is 8.5% and 9.5% and for both years the rate of 
increase in future compensation levels is 5.7%. For 1989, 1988, and 1987, the assumed rate of return 
on assets is 9.0%. 
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The plan’s funded status is as follows: 


1989 1988 
year-end year-end 
Actuarial present value of accumulated plan benefits, 7) en ee 
including vested benefits Of $33.0 and $25.3......scssecseserereenereenens $ 36.7 $ 27.9 


Net assets available for benefits, primarily fixed 
income and equity securities at market value ...........ceseeseseeeeeteeees 
Actuarial present value of projected future benefits 


Plan assets greater than projected future benefits..........:cscseseeeeenees $ 31.8 $ 31.6 








Net assets as a percentage of: 
Present value of accumulated plan benefits .........:cssccseeseeseeeeeteeneenes 213% 242% 
Present value of projected future benefits.........ccsecssesseseseseseeeeeenees 168% 188% 








The accounting for plan assets greater than projected future benefits is as follows: 


1989 1988 
year-end year-end 
Plan assets not recognized in the company’s balance sheet, ——— 
principally resulting from market value gains: 


MUO BAFan ipo arsteccscstercccorescsseescrssrssavecssutessnasransesrercurerssceerseceenttcatescotcss $ 4.4 $ 5.1 

SiriGer OSA arrerrrraerssetepssstratessorsgersorasecorranriersasttantoastsnscrectascestassesstaeresers tee 9:3, 9.0 
Pension prepayment recognized in the company’s balance sheet ..... 22.6 22.4 
Unrecognized prior Service COS .....s:s.ccsssesssesscsscassosersscnsessenconsonsensenscnenes (4.5) (4.9) 
Plan assets greater than projected future benefits...........::eceseeeseee $31.8 $ 31.6 


Net pension income for 1989, 1988, and 1987, respectively, of $1.1, $1.6, and $1.7 consisted of actual 
return on assets, $13.1, $10.2, and $(2.8); plus partial recognition of prior-period net gains, $.2, $.5, and 
$.9; less net gains (losses) deferred to future periods, $7.3, $5.2, and $(8.7); less cost of current-year 
employee service, $1.4, $1.3, and $1.8; less interest cost on projected future benefits, $3.5, $2.6, and 

| $3.3. Included in restructuring costs on the 1987 consolidated income statement are retirement 
incentive program benefits to be paid by the pension plan of $5.9. The 1987 pension settlement gain 
resulted from the company’s pension trust purchasing annuity contracts for retirees and other vested 
former employees. 




















Note 6: Cost 
Property and 1989 1988 
Equipment year-end _—year-end 
Banidlsesiseenath tien au ees santa deasnenes chordie. $ 5.0 $ 3.4 
BU ing Sececcrcscctscvesrsstss-ncsstsacsosnscosssetesesseserass 51.5 48.9 
Leasehold improvements 169.5 141.2 
Fixtures and equipment .......scsccscsssesesseeeneeseneens 100.4 88.4 
Property held under capital leases, 
principally buildings ...........ccceecsesseseseseeseeseeneseenes 9.6 9.6 
336.0 291.5 
Accumulated depreciation and amortization........ (129.3) (112.6) 


$206.7 $178.9 














Depreciation and amortization expense for 1989, 1988, and 1987 was $28.2, $25.9, and 
$25.6, respectively. 
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Note 7: Cost | 
Intangible 1989 1988 
Assets year-end _—year-end | 
Leasehold TIGHts .:scssesssiscoscsscsecesctvscecsvccasvecsvastssteeests $57.2 $23.5 ; 
Other sniiestvieccisteenisted eennsaaeicaceieiessttieests Tal Sit | 
64.9 28.6 

Accumulated amortization... (15.4) (10.3) 
$495 $18.3 

















Intangibles are amortized over useful lives ranging from 1 to 20 years. Amortization expense for 
1989, 1988, and 1987 was $5.0, $5.2, and $5.2, respectively. \ 


Note 8: Interest 1989 1988 
Rate Maturities year-end year-end 

















Financing Shia eta . 
: ortgage, secured by building wit 

Arrangements ACOSt OF GDA. scccsssusscescessesvecsecsrsssssetsooseexe 11.85% $ 50.0 
PP Unsecured senior motes ........::ecssseseeeeresees 8.73% 1991 $40.0 40.0 | 
ope Promissory note, maturing serially .......... 8.63% 1990-1991 9 1.8 | 
Capital lease obligations «0.0... 8.7 8.8 | 
Other Obligations -<ciscsciscsscevscessssrscescesssssensses 1.9 1.6 | 
LONG-terM Cebtisvsiscristssccaccsossoteonosssncsccascrsiens $51.5 $102.2 | 

y 


Future maturities of long-term debt are $1.4, 1990; $41.9, 1991; $.1, 1992; $.1, 1993; and $.1, 1994. 
Future interest payments on capital lease obligations are $7.7 at year-end 1989. The company’s 
financing agreements contain certain restrictions, including limitations on dividend payments and the | 
company’s acquisition of its capital stock. At year-end 1989, retained earnings of $51.2 were free of the | 
most restrictive of these limitations. 


At year-end 1989, the company had unused credit arrangements offering short-term financing 
totaling $180.9 with various 1990 expiration dates. The company has a $50.0 revolving credit 
agreement which expires in October 1992 which can be converted into an intermediate-term loan; this 
credit agreement supports potential commercial paper borrowing arrangements of $50.0. 


In December 1989, the company extinguished $50.0 of long-term debt secured by a mortgage on 


| 
| 
: oe ae its home office building. The extinguishment was accomplished by an in-substance defeasance i 
Dera or ANU transaction under which the company created an irrevocable trust that acquired $57 sury 

fi i 


Notes for the purpose of satisfying the company’s obligation for the payment of principal, accrued 
interest, and prepayment penalty during 1990. Both the debt and U.S. Treasury Notes relating to this 
transaction were excluded from the company’s February 3, 1990, balance sheet. Funds for the 
transaction were provided by operations. 


x 


Note 9: Most operations are conducted in leased premises. A portion of the leases include options for 

Leases renewal or extension on various terms. For 1989, 1988, and 1987, respectively, minimum rentals for 
operating leases were $79.8, $71.6, and $77.1; additional percentage rentals based on sales were $10.5, 
$8.1, and $6.1. Most leases also require the payment of common area expenses and real estate taxes. 


Future minimum lease payments, exclusive of stores being phased out or shut down as discussed in 
Note 3, required under operating leases at year-end 1989 are $78.2, 1990; $76.4, 1991; $72.8, 1992; $66.2, 
1993; $57.6, 1994; and $494.2, total. 
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Note 10: 
Income Taxes 


Note 11: 
Employee 
Benefits 


Edison Brothers Stores, Inc. 


The provision for income taxes consists of: 
1989 1988 1987 





Current Expense 























1 ELEY 25 | oe OSS re ry OIRO Eee $27.3 $22.0 $ (3.6) 
Staterand local c:circstiscesctsarcsecescoctecesevessacsvaversesedseescssssiestesesseseraevabvarsse 4.7 6.7 1.4 

32.0 28.7 (2.2) 

Deferred Expense ssissiccsscsvscrssrssrsesisvossecnssusstoscsenseantsstasesseanssesashversensas 1.8 (4.8) (11.4) 

Total provision csseecssccesssscessvespayiacsves asretrsveteccnssesncterstonesvcescastannsassesves $33.8 $23.9 $(13.6) 








The major temporary differences that give rise to deferred tax assets and liabilities in the 
consolidated balance sheet are as follows: 


1989 1988 1987 











Alecelerated| depreciation ca-sscesecccesevescvctesessvassnistsssortescesstastssstlessvviseés $(21.3)  $(21.6)  $(19.1) 
PPENISIOM! IMMCOMMC Ss cacsesszcecceessssnescoseryovtsceucaresuenvslstincersoscssessvssostassedensescs (8.8) (9.5) (8.7) 
ReEStRUIGELTIN G PLOVISIONS .25: saccoscdsvessvanssscnscstesnsrscssestsesceseasucsetsesestesties 9.7 19.4 12.8 
theres ssectsessecstesversvtesstastuntoertesae eres ete eacasconeatesvotarssonssssatenssenereseatae LE. 3.1 1.6 











$ (8.7) $ (8.6) —$(13.4) 








Reconciliation of federal statutory rates to effective income tax rates: 
1989 1988 1987 














Federal corporate statutory rate.....c.csccsecsesesesssecesstesseesesseerteeseenes 34.0% 34.0% 40.0% 
State and local income taxes, net of federal income tax benefit... 3.5 6.4 (1.3) 
Miscellaneous stems; Metrcs.cccciscrcscsoscecvatecusscssacdersovevatssaetesasotacssavess (.3) (.7) Ae) 
Arctitallitaxi@xPense)icsscva.ssvsssscowsrcvncvesuosssasccsnscusnsssnacisoasen tases stsrasnssnrisacs 37.2% 39.7% 39.6% 














The transition loss discussed in Note 1 is not subject to net operating loss carryback under the 
Internal Revenue Code. The loss is ratably deductible during the six years following the transition 
period and for book purposes is treated as a temporary difference. 


Statement of Financial Accounting Standards No. 96, Accounting for Income Taxes, was adopted in 
1987 and reduced the 1987 net loss by $8.9 ($.45 per share). Of this amount, $8.7 ($.44 per share) 
represents the cumulative effect on prior years’ income primarily resulting from applying the reduced 
income tax rates of the Tax Reform Act of 1986 to the accumulated temporary differences as of the end 
of 1986. 


The company at its discretion provides medical, dental, and life insurance coverage for its 
employees. Medical and life insurance expenses were $11.8 in 1989, $10.3 in 1988, and $6.8 in 1987. 
Dental expenses were $.6 in 1989, $.5 in 1988 and §.4 in 1987. The company recognizes the cost of these 
plans as claims and premiums are incurred. 


Medical and life insurance benefits also are provided at the company’s discretion for those 
employees (and their survivors) who retire with at least 15 years of credited service under the pension 
plan. At year-end 1989, 5,156 employees and 813 retirees and survivors participated in the medical 
and life insurance plan. Records separating benefit costs for retirees and survivors from employee 
participants are not maintained. 
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In 1989 the company established an employee savings plan that permits employees to make 
contributions in accordance with Internal Revenue Code Section 401(k). Employees who meet age and 
service requirements are eligible to participate by contributing up to 15% of their pretax compensation. 
The company matches a portion of the employee's contribution under a predetermined formula based 
on the company’s return on equity. Company contributions to the plan may be remitted to the Trustee 
in the form of company common stock or cash which is then used to acquire company common stock 
on the open market. The company’s expense related to the plan was $.1 for 1989. | 


Payroll taxes paid by the company primarily for social security and unemployment compensation 
totaled $15.6 in 1989, $14.6 in 1988, and $14.5 in 1987. 









































Note 12: Net sales Operating profit (loss) 
Business wet 1989 19881987 1989 1988 1987 \yy 

Segments Apr Ae inrcandeweeemiedens $ 594.3 $459.0 $399.4 $99.2 $63.4 $16.0 ; 
Bb aN aasciciseansteiearacibandtnisctionate 479.2 459.6 531.6 20.8 16.1 (34.5) We 
$1,073.5 $918.6 $931.0 120.0 79.5 (18.5) | 

Tite rest: expense: vccsesscscesssecucsessensensteticeis (13.2) (12.8) © (10.7) 
Corporate Expense .......sssscesseeseeeeseseees (9.3) (6.5) (5.3) | 
Income (loss) before income taxes...... $97.5 $60.2 $(34.5) 

Depreciation 

Identifiable assets and amortization Capital expenditures | 
1989 1988 1987 1989 1988 1987 1989 1988 1987 
j BPPALel isassscossavssssvesoresidscaesvaseeasiesaaases Vs $269.0 $164.2 $126.0 $19.0 $15.5 $13.3 $41.2 $30.7 $14.8 | 
FOOCWOAL Ss isssssssssssscssssesestevevsscnsonsssdsconssesa 166.0 165.7 157.6 97 10.9 13.5 8.0 116 165 | 
435.0 329.9 283.6 28.7 264 268 49.2 423 31.3 i 
* COrpOrate wnciscccincmansmnnnt  — 98d 18258 135.6 45 4.7 4.0 2.6 8 3.4 
$533.1 $512.7 $419.2 $33.2 $31.1 $30.8 $51.8 3.1 $34.7 | 








| 
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REPORT OF ERNST & YOUNG, INDEPENDENT AUDITORS 


Stockholders and Board of Directors 
Edison Brothers Stores, Inc. 
St. Louis, Missouri 





We have audited the accompanying consolidated balance sheets of Edison Brothers Stores, Inc. and 
subsidiaries as of February 3, 1990 and December 31, 1988, and the related consolidated statements of 
income, common stockholders’ equity, and cash flows for each of the three years ended February 3, 
1990, December 31, 1988 and January 2, 1988. These financial statements are the responsibility of the 
company’s management. Our responsibility is to express an opinion on these financial statements 
based on our audits. 





We conducted our audits in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence sup- 
porting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the over- 
all financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 


In our opinion, the financial statements referred to above present fairly, in all material respects, the 
consolidated financial position of Edison Brothers Stores, Inc. and subsidiaries at February 3, 1990 and 
December 31, 1988, and the consolidated results of their operations and their cash flows for each of the 
three years ended February 3, 1990, December 31, 1988 and January 2, 1988, in conformity with 
generally accepted accounting principles. 


As discussed in Note 10 to the consolidated financial statements, in 1987 the company changed its 
| method of accounting for income taxes. 


| Srnet 5 
| St. Louis, Missouri 


March 14, 1990 


MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL INFORMATION 





Management is responsible for the integrity and objectivity of the financial statements and other 
information included in this annual report. The financial statements have been prepared in conformity 
with generally accepted accounting principles. Information that is not subject to objective 
determination has been developed based upon management's best judgment. 


| The company maintains accounting systems that management believes are sufficient to provide rea- 
sonable assurance of reliable financial statements and to maintain accountability for assets. These 
systems are supported by careful selection and training of qualified personnel. The extent of internal 

: accounting controls implemented must be related to the benefits derived, and the balancing of the cost 

| of controls to the benefits derived requires management's estimates and judgments. The system is tested 
: and reviewed by internal auditors. In addition, as part of its audit of the company’s financial statements, 
| Ernst & Young completed a study and evaluation of selected internal accounting controls to establish a 

| basis for reliance thereon in determining the nature, timing, and extent of audit tests to be applied. 


The Board of Directors has established an Audit Committee, which is comprised totally of members 

| of the board who are not employees of the company. The committee meets with the independent auditors, 
internal auditors, and representatives of management to discuss auditing and financial reporting matters. 

| Both the independent auditors and the company’s own internal auditors meet with the Audit Committee, 

| with and without management representatives present, to discuss the scope and results of their examina- 
tions, the quality of financial reporting, and the propriety of management’s conduct of the business. 


Management is committed to conducting its business affairs in accordance with the highest ethical 
standards and in conformity with the law. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 


(Dollars in millions, except per share data) 


Factors 


Affecting 
Comparisons 


Financial 
Condition 


Capital 


Resources and 
Liquidity 


Operating 


Results 


ft 





Unusual transactions and events affecting the comparison of financial condition and operating 
results include the company’s change of fiscal year end, the acquisitions made in 1989, the 1988 store 
closing plan and the 1987 plan to phase out operations of the Fashion Conspiracy and Gussini chains. 
Refer to Trends and Prospects below and for more information concerning these factors see “To Our 
Shareholders” on pages 2 and 3, “Apparel Stores” on pages 4 and 5, “Footwear Stores” on pages 6 and 
7, “Strategic Initiatives” on pages 8 and 9, notes 1, 2 and 3 to the Consolidated Financial Statements on 
pages 14 and 15, and Quarterly Information on page 24. 


The decrease in cash and short-term investments and a related increase in short-term borrowings 
between 1988 and 1989 were caused by several factors. $57.7 of funds from operations were committed 
to prepayment of the mortgage on the company’s home office building. Cash flow from favorable 
operating results was strong, but because of the timing of the 1989 acquisitions, including the Foxmoor 
locations and Dave and Buster’s, short-term borrowings were necessary at the end of 1989. The change 
of year-end also had an effect; by the end of January 1990, the company had acquired more spring 
season merchandise than was the case in the past when the fiscal year ended a month earlier. 


The increase in inventory between 1988 and 1989 was caused by the combination of the change of 
year end, stocking the newly-acquired Foxmoor locations, and the growth of our existing chains. The 
increase in accounts payable is also attributable to the change of year end. The increases in fixed and 
intangible assets are the result of the 1989 acquisitions and growth in our existing chains. Lease rights 
associated with the Foxmoor locations accounted for most of the increase in intangibles. The decrease 
in long-term debt was caused by the prepayment plan on the home office mortgage discussed in 
note 8 to the consolidated financial statements. The increase in common stock between 1988 and 
1989 was caused by the December 1989 two-for-one split. 


The company has demonstrated an ability to generate positive cash flow from operations over the 
past three years. This ability will be enhanced by the recent acquisitions and store closings. At the end 
of fiscal 1989, working capital was $59.4 as compared with $144.7 at the end of 1988, and $77.1 in 1987. 
The decrease in working capital between 1988 and 1989 was caused principally by cash commitments 
to debt prepayment, the 1989 acquisitions, and the resulting short-term borrowings. The increase in 
working capital between 1988 and 1987 was caused by higher cash balances generated by favorable 
1988 operating results, the 1987 commitment of funds to the acquisition of J. Riggings, and higher 
1988 inventories attributable to growth and better managed, higher-value merchandise. 


During 1990 the company plans to open new locations, remodel existing locations, complete a new 
West Coast distribution center, and convert the Foxmoor locations, all_at.a cost nearly double that of 
1989 capital expenditures of $51.8. Further, the company will seek opportunities to expand through 
acquisitions when appropriate. In fiscal 1991, the $40.0 of senior notes come due. When funds from 
operations are not adequate, the company has used short-term financing to provide needed additional 
working capital to increase inventory levels going into both the spring and fall seasons. 


To meet these capital needs, the company has negotiated an increase in its revolving credit 
facility from $30.0 to $50.0, and has, at the end of 1989, other unused credit arrangements of $180.9. 
Total unused facilities of $131.9 support commercial paper financing. Depending upon the rate of 
expansion, in either current operations or through acquisition, the company may need to obtain 
additional financing. 


Net sales for 1989 increased by $133.9 or 14.3% over sales for the comparable 53 weeks ending 
February 4, 1989. The increase was attributable to new stores and increased same-store sales. All of 
the apparel chains and the Wild Pair shoe chain reported sales growth exceeding 10%. The apparel 
segment, continuing the trend of recent years, became the larger of the company’s two segments in 
1989, reporting 55% of total company sales. 


In 1988 sales reported in the consolidated statement of income decreased by 1% when compared 
with 1987. However, when sales of the phased out Fashion Conspiracy and Gussini chains, and the 
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1987 acquisition, J. Riggings, are excluded, the remaining ongoing operations reported an 11.2% 
increase in 1988 sales over 1987. This increase was attributable to strong performances in the apparel 
chains and the Wild Pair footwear chain. The addition of J. Riggings and growth of sales in the 
existing apparel chains brought the apparel and footwear segments into parity, with each reporting 
50% of total 1988 net sales. 


Reported sales subsequent to 1987 exclude results of Fashion Conspiracy and Gussini as well as 
sales of Foxmoor locations not yet converted to the company’s other chains, but include sales of stores 
reserved for closing. 


Cost of goods sold, including occupancy and buying expenses, as a percentage of sales was 64.0%, 
64.4%, and 69.5% in 1989, 1988, and 1987, respectively. The decrease in cost of sales from 1987 to 
1988 is the result of phasing out the Fashion Conspiracy and Gussini chains and the increasing 
contribution to total company sales of the apparel segment, which historically has a better gross 
margin performance than footwear. Although the positive trends in sales continued in 1989, they 
were offset somewhat by increased markdowns in a highly promotional retail environment. 
Improvement in 1989 cost of sales performance was, therefore, relatively minor. 


Store operating and administrative expenses as a percentage of sales were 25.8%, 27.9%, and Ay 
28.1% in 1989, 1988, and 1987, respectively. The improved performance is attributable primarily 


to elimination of operations and locations that had previously not made adequate contributions to 

overhead. In addition, expenses were reduced by restructuring of administrative departments that 
took place in conjunction with the 1987 phase-out of Fashion Conspiracy and Gussini and the 1988 
plan to close unprofitable stores. 


Combined with better gross margin performance and lower operating costs, sales increases of the 
apparel segment yielded higher operating profits. In 1989 the apparel segment produced $99.2 of 
pretax operating profit, up from $63.4 in 1988. 


Interest costs increased between 1987 and 1988 because of the 1987 J. Riggings acquisition and the 
additional borrowing for inventory purchases and capital improvements in early 1988 necessitated by 
1987’s unfavorable operating results. Because short-term borrowings occurred at the end of 1989, there 
was no significant increase in interest expense reported for the full year. 


On a seasonal average basis, the company employed approximately 17,700 people, including regular 
and part-time, during 1989. Salaries and wages in 1989, 1988, and 1987, respectively, were $176.6, 
$162.4, and $175.5. 


During 1989, the Financial Accounting Standards Board issued an exposure draft, “Employers 
Accounting for Postretirement Benefits Other Than Pensions”. The draft would require accrual of 
estimated future benefits to current retirees and employees. While incremental annual cost has not 
been specifically quantified, it is not expected to be significant to future operations. 


The phase-out of Fashion Conspiracy and Gussini and restructuring of administrative departments 
in 1987 added to operating income and reduced operating expenses in 1988 and 1989. The 1988 plan 
to close poorly performing locations also contributed to 1989 results. In 1989 the company increased 
the number of locations included in this store closing plan by nearly 50%. The costs associated with 
these additional closings were partially offset by realization of a $3.5 gain on disposal of one of the 
properties included in the 1988 plan. The company will continue to monitor operating results and 
emphasize cost control in all operations. 


The acquisition of 225 Foxmoor locations is expected to increase future sales and profitability. 
Current plans call for conversion of most of these locations to the company’s other chains during fiscal 
1990. The company’s variety of store formats allows these conversions without duplicating the stores 
already located in the same shopping centers. Also acquired in 1989 were the nine Rothschild’s Big 
and Tall men’s shops. 


The acquisitions and store closing activity mentioned above will yield a continuing increase in the 
proportion of business in the apparel segment. 
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FIVE-YEAR FINANCIAL SUMMARY 


(Dollars in millions, except per share data) 





1989 1988 1987 1986 1985 














Stores at the end of the year.........ccccseeeees 2,327 2,347 2,514 2,475 2,435 
Net Sales sisicaz.ciasticeeutvaieacintese 5 $918.6 $931.0 $904.2 $808.3 
Net income (loss) ses 36.3 (12.2) 33.9 27.0 
Income (loss) from continuing operations..... 36.3 (20.9) 33.9 21.7 
Aaa St acctpnctieseesiseerecriererurcaiaoestiedentlo 33 5127 @i92 4334 388.2 
\— Long-term debt uu... eee DB 02. 6 66.1 66.7 





'.€ommon stockholders’ equity 2435 212.9 1933 224.9 215.9 


\.-Return on common stockholders’ equity....... 25.8% 17.9%  (10.0)% 15.4% 10.2% 
Per common share: 
INGt inion (LOSS) ssaisesssccssscissosdssseresssessevesteaveave $282 $182 $ (61) $168 $ 1.33 
Income (loss) from continuing operations... 3.04 1.82 (1.05) 1.68 1.07 
Common stock dividends ..........cccccseseeeneeee 935 .90 .90 .80 .80 
Common stockholders' equity..........:sssee 12.02 10.62 9.75 11.31 10.63 


Net sales represent continuing operations and exclude Handyman, which was spun off in 1985. See 
Management's Discussion and Analysis on page 22 for significant items affecting data comparability between 
years. On March 1, 1989, the company changed its fiscal year end to the Saturday closest to January 31. See 
Note 1. to the consolidated financial statements for discussion of results for the one-month transition period 
of January, 1989. 1989 common stock dividends include a $.225 per share dividend declared during the 
transition period of January 1989, but paid during fiscal year 1989. Per share amounts reflect the two-for-one 
common stock split effective December 20, 1989. 


QUARTERLY INFORMATION 


(Dollars in millions, except per share data) 


Quarter 
1st 2nd 3rd 4th Fiscal Year 
13 weeks 16 weeks 13 weeks 10 weeks 13 weeks 13 weeks 14weeks 13 weeks 53 weeks 52 weeks 
ended ended ended ended ended ended ended ended ended ended 





4/29/89 4/23/88 7/29/89 7/2/88 10/28/89 10/1/88 2/3/90 12/31/88 2/3/90 12/31/88 
Net Sales .iccscccavessssesees $214.7 $218.5 $228.2 $151.7 $263.5 $223.2 $367.1 $325.2 $1,073.5 $918.6 
Cost of goods sold, 
occupancy and 
buying expenses...... 137.4 143.7 149.9 100.8 167.6 141.6 232.3 205.8 687.2 591.9 
Income before 
extraordinary item .. 5.9 o 8.6 1.6 15.8 8.2 30.8 26.0 61.2 36.3 
Net income... 5.9 5 8.6 1.6 15.8 8.2 26.5 26.0 56.9 36.3 
Per common share: 
Income before 
extraordinary item 29 03 43 08 78 41 1.53 1.30 3.04 1.82 
Net income............+ 29 03 43 .08 78 Al 1.31 1.30 2.82 1.82 
Dividends paid........ 225 225 225 225 225 225 .26 .225 935 .90 
Common stock 
market price: 
FISH cisseiershsntinnch 23.00 14.82 29.13 14.19 34.44 14.75 35.13 17.25 35.13 17.25 
TEOW Geceueiatecatistesiesess 18.63 12.32 22.56 13.07 29.13 13.07 28.13 14.50 18.63 12.32 


On March 1, 1989, the company changed its fiscal year to the Saturday closest to January 31. Previously, the company’s first 
quarter contained 16 weeks so as to include consistently the effect of Easter sales in that quarter. The company operates ina 
highly seasonal industry and monthly results are not indicative of a full season or year. For this reason monthly financial 
statements are not compiled and management has concluded that recasting of 1988 quarterly results is not practical or cost 
justified. However, comparable net sales information is available as follows: 13 weeks ended April 30, 1988, $185.6; 13 weeks 
ended July 30, 1988, $195.4; 13 weeks ended October 29, 1988, $232.2; 14 weeks ended February 4, 1989, $326.3. Additional 
comparison of quarterly results is affected primarily by the one-month shifts of January into the fourth quarter, July into second 
quarter, and October into third quarter. In the retail industry January and July are periods of promotional and clearance activity, 
and these months normally produce below average results. See Note 1. to the consolidated financial statements for discussion of 
results for the one-month transition period of January 1989. Per share amounts reflect the two-for-one common stock split 
effective December 20, 1989. 


Edison Brothers Stores, Inc. common stock shares are listed on the New York Stock Exchange 


Transfer Agent and Registrar: Mellon Securities Trust Company, New York, NY 10271 
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